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The Overall Budget Picture

The February 2005 forecast projected that general fund expenditures would exceed revenues by
$466 million for the FY 2006-07 biennium. That forecast projected revenues of $29.71 billion
and spending of $30.18 billion for the biennium. Spending in the forecast is based on spending
levels that would carry forward with laws that were in effect at the time of the forecast.

After the final bills of the enacted budget were adopted by the Legislature and signed by the
Governor in mid-July, the general fund budget is balanced with both revenues and expenditures
of $30.6 billion for the FY 2006-07 biennium.

The general fund revenues of $30.6 billion are an increase of $1.8 billion or 6.1 percent over
revenues in the FY 2004-05 biennium. The revenue level of $30.6 billion is $875 million higher
than the FY 2006-07 revenue in the February forecast.

The general fund spending of $30.6 billion is an increase of $2.4 billion or 8.4 percent over the
spending in FY 2004-05. The spending of $30.6 billion is $397 million higher than spending
projected in the February 2005 forecast.

Spending in FY 2006-07 increases at a greater amount and rate than revenue compared to the
FY 2004-05 biennium because a substantial amount of revenue raised in FY 2004-05 was not
spent, rather it was used to rebuild budget reserves.

Table 1 summarizes the general fund resources available and spending amounts for the FY 2004-
05, FY 2006-07 as enacted, and projections for FY 2008-09. The rows labeled “base” show the
revenue and expenditure amounts from the February 2005 forecast, the rows labeled “changes”
show changes from the base level in the enacted budget.

Table 1
General Fund Biennial Summary: Fiscal Years 2004-2009
Enacted Budget, Change from Feb. Forecast Base

Percent Percent

FY 2004-05 | FY 2006-07 Change | FY 2008-09  Change
Balance Forward $265 $0 $12
Revenues - Base $28,829 $29,711 $32,093
Revenues - Changes $875 $811
Current Revenues $28,829 $30,586 6.1% $32,904 7.6%
Total Resources Available $29,094 $30,586 $32,916
Expenditures & Transfers - Base $28,195 $30,177 $31,389
Expenditures - Changes $397 $876
Total Expenditures $28,195 $30,574 8.4% $32,265 5.5%
Balance Before Reserve Changes $899 $12 $651
Change in Reserves $899
Balance After Reserves $0 $12 $651
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Table 2 illustrates a fiscal year by fiscal year comparison of revenues and expenditures for
FY 2004-07 using the same format as in Table 1. Revenues in FY 2006 are $703 million or
4.9 percent more than in FY 2005. Revenues in FY 2007 are $520 million or 3.5 percent greater
than in FY 2006.

Spending in FY 2006 is $425 million or 2.9 percent greater than in FY 2005. Spending in

FY 2007 is $534 million or 3.6 percent greater than in FY 2006.

Table 2
General Fund Summary By Fiscal Years 2004-2007
Enacted Budget, Change from Feb. Forecast Base

Percent Percent Percent

FY 2004 | FY 2005 Change | FY 2006 Change | FY 2007 Change
Balance Forward $265 $865 $0 $13
Revenues - Base $14,499 | $14,330 $14,586 $15,125
Revenues - Changes $447 $428
Current Revenues $14,499 | $14,330 -1.2% | $15,033 4.9% | $15,553 3.5%
Total Resources Available $14,765 | $15,195 $15,033 $15,566
Expenditures & Transfers - Base ~ $13,600 | $14,595 $14,950 $15,227
Expenditures - Changes $70 $327
Total Expenditures $13,600 | $14,595 7.3% | $15,020 2.9% | $15,554 3.6%
Balance Before Reserve Changes $1,165 $599 $13 $12
Change in Reserves $300 $599
Balance After Reserves $865 $0 $13 $12

General Fund Revenues Increased by $875 Million

General fund revenues for FY 2006-07 are $875 million higher than projected in the February
2005 forecast. These revenues include tax changes, fee changes and transfers into the general
fund from other funds.

Table 3 (next page) shows the sources of total general fund revenue for the FY 2006-07
biennium. Revenues from the individual income tax and the state sales tax make up more than
73 percent of the total general fund revenue. The graph on the following page also illustrates the
major sources of general fund revenue.
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Summary of the FY 06-07 Enacted Budget

Table 3
General Fund Revenues
Fiscal Years 2006 & 2007
Based on February 2005 Forecast and 2005 Session Changes
Dollars in Millions
Total
Revenue Type Dollars % of Total
Individual Income $13,515.6 44.2%
Corporate income $1,505.2 4.9%
Sales Tax $8,904.9 29.1%
Motor Vehicle Sales Tax (MVST) $531.0 1.7%
Statewide Property Tax $1,291.2 4.2%
Estate Tax $176.0 0.6%
Liquor, Wine & Beer $135.4 0.4%
Cigarette & Tobacco Products Tax $420.2 1.4%
Mortgage Registry Tax $236.9 0.8%
Deed Transfer Tax $239.1 0.8%
Insurance Gross Earnings & Fire Marshal $591.4 1.9%
Lawful Gambling Taxes $119.5 0.4%
Medical Assistance Surcharges $404.8 1.3%
Income Tax Reciprocity $110.7 0.4%
Compliance Revenue $90.7 0.3%
Investment Income $30.0 0.1%
Lottery Revenue $101.2 0.3%
Tobacco Settlements $340.1 1.1%
Fees - Departmental Earnings $522.1 1.7%
Fines & Surcharges $186.7 0.6%
DHS RTC Collections $109.1 0.4%
Other $152.6 0.5%
Dedicated Revenues $74.1 0.2%
Transfers In $326.3 1.1%
Transfer In - Health Impact Fee $401.2 1.3%
Prior Year Adjustments $70.0 0.2%
Total $30,586.1 100.0%
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Where General Fund Resources Come From

FY 2006-07 General Fund Revenues = $30.6 Billion
End of 2005 Session
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The single largest item in the general fund revenue changes is the $.75 per pack of cigarettes
health impact fee, generating $401 million for the biennium. This revenue will come into the
health impact fund and then be transferred to the general fund. Revenue increases are discussed
in the detailed summaries organized by fiscal committee. Table 4 shows the changes in general
fund revenue by committee.

The information in Table 4 is for the general fund only and includes all revenue sources.
Revenue from some fees is deposited in funds other than the general fund (for example, revenue
from most agriculture related fees is deposited in the agriculture fund). A list of the increases in
fees for all funds is included in Appendix 1. Appendix 1 shows information for each of the four
years of FY 2006-07 and FY 2008-09. The final column shows the fund that is affected by the
fee change. The FY 2006-07 biennial change in fees is $557 million; $457 million of that is
general fund and another $100 million is in other funds.
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Summary of the FY 06-07 Enacted Budget

Table 4
General Fund Revenue Changes - By Committee
Dollars in thousands
FY 2006-07 FY 2008-09
Education $0 $0
Higher Education $0 $0
Taxes $278,584 $280,374
Tax Relief Account $20,000 $0
Health -$7,555 -$18,786
Health Impact Fee $401,184 $406,612
Jobs & Economic Opportunity $39,344 $890
Environment -$27,674 -$31,929
Agriculture $18 $18
Public Safety $39,509 $40,292
Transportation $18,320 $19,116
State Government $113,151 $114,102

FY 2006 and 2006 Expenditures Are $397 Million Higher than in the Forecast

Total FY 2006-07 general fund expenditures are $30.574 billion, $397 million higher than the
expenditure level projected in the February 2005 forecast. Table 5 shows expenditures in the
enacted budget by House committee for FY 2006-07 and compares those to expenditures for
FY 2004-05 and to FY 2006-07 base level expenditures as projected by the February 2005
forecast.

Of the major budget areas, the largest percentage increase in spending over the FY 2004-05
biennium is in the debt service needed to support principal and interest payments on general
obligation bonds. The increase in debt service is 32.5 percent or $191.4 million. A part of the
reason for the large increase in debt service spending is that no bonding bill was enacted in the
2004 legislative session. Instead, a major bonding bill was enacted in the 2005 session and the
debt service projections assume another major bonding bill will be enacted in the 2006 session.
No bonding bill in the 2004 session resulted in debt service for FY 2004-05 being lower than it
would have been had a major bill passed that year.

General fund spending in the transportation area increased 29.3 percent over spending in that
area for FY 2004-05. In dollar terms, the increase is not so large at $46.5 million. This increase
is primarily to support transit programs.

The budget area with the third largest percentage increase over FY 2004-05 is health with an
increase of 15.6 percent or $999.1 million. However, this increase is 2.9 percent less than what
had been projected in the February forecast.

Spending in the agriculture and environment area for FY 2006-07 is 7.7 percent lower than in
FY 2004-05. While this represents a decrease in general fund spending, much of this reduction
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in spending is an increase in spending in other funds.

general fund revenue is also being moved to the other funds.

Revenue that had been going to the

Table 5

General Fund Expenditures - By Committee FY 2006-07
(all dollars in thousands)

% Change % Change
Enacted Enacted
Enacted FY 2006-07 | Budget vs.
Base Budget Vs. Base
FY 2004-05 | FY 2006-07 FY 2006-07 FY 2004-05 | FY 2006-07
Education $12,044,897 | $12,012,842 $12,578,800 4.4% 4.7%
Higher Education $2,541,702 $2,752,758 $2,761,000 8.6% 0.3%
Taxes and Tax Aids $2,806,775 $2,961,484 $2,983,536 6.3% 0.7%
Health $6,399,778 $7,623,256 $7,398,912 15.6% -2.9%
Jobs & Economic
Development $1,195,906 $1,329,087 $1,171,610 -2.0% -11.8%
Agriculture &
Environment $405,176 $416,193 $374,178 -7.7% -10.1%
Public Safety $1,449,676 $1,586,889 $1,685,232 16.2% 6.2%
Transportation $158,721 $162,735 $205,187 29.3% 26.1%
State Government $584,802 $561,426 $581,151 -0.6% 3.5%
Debt Service $589,052 $716,562 $780,536 32.5% 8.9%
Dedicated Expenditures $74,171 $74,065 $74,065 -0.1% 0.0%
Other -$55,509 -$20,000 -$20,000
Total $28,195,147 | $30,177,297 $30,574,207 8.4% 1.3%

Graph 2 on the next page is a pie chart showing general fund expenditures for FY 2006-07 by

committee.
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Summary of the FY 06-07 Enacted Budget

Allocation of General Fund Resources FY 2006-07 By Bill
FY 2006-07 General Fund = $30.6 Billion

End of 2005 Session
Property Tax Aids & Credits
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Table 6 on the following page shows the new base level general fund expenditures for
FY 2008-09 with the enacted budget and compares those to the base level from the February
2005 forecast. These base levels do not include any overall allowance for inflation other than
amounts that might be built into the projections under current law.
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Table 6
General Fund Expenditures - By Committee FY 2008-09
(all dollars in thousands)
Percentage Change
Enacted Budget vs.
Base Enacted Budget Base
FY 2008-09 FY 2008-09 FY 2008-09

Education $11,875,042 $12,863,119 8.3%
Higher Education $2,650,984 $2,791,000 5.3%
Taxes and Tax Aids $3,019,648 $3,123,193 3.4%
Health $8,874,084 $8,309,343 -6.4%
Jobs & Economic Opportunity $1,389,843 $1,312,413 -5.6%
Agriculture & Environment $417,028 $372,832 -10.6%
Public Safety $1,630,421 $1,722,251 5.6%
Transportation $178,990 $221,442 23.7%
State Government $560,513 $586,195 4.6%
Debt Service $739,187 $909,687 23.1%
Dedicated Expenditures $74,065 $74,065 0.0%
Other -$20,000 -$20,000 0.0%
Total $31,389,805 $32,265,540 2.8%

No Change in Reserves

The budget reserve is maintained at $653 million and the cash flow account remains at
$350 million. Although a deficiency bill enacted in January 2005 had spending from the budget
reserve, the reserve was restored to $653 million when the February 2005 forecast was released.
A spreadsheet with more information on the 2005 Deficiency Bill, (HF 57, 2005 Laws, Chapter
2,) is available at http://www.house.leg.state.mn.us/fiscal/files/05 deficiency.pdf.

Under current law, any positive balance at the end of the FY 2005 biennium is transferred to the
tax relief account. The assumption is that there will be a balance in this account after such a
transfer occurs and $20 million of that balance is transferred to the general fund in FY 2006.
Any balance in the tax relief account remains in that account until future legislative action
allocates that balance.

Any positive general fund balances projected in forecasts in November or February are to be
used to reduce two education shifts (balances first are allocated to bring the cash flow account to
$350 million and the budget reserve to $653 million but both of those accounts are at the target
amounts). Most state aid formula entitlements to school districts are current paid 84.3 percent in
the current fiscal year and 15.7 percent in the following fiscal year. The goal in statute is to
return this payment schedule to 90 percent in the current year and 10 percent in the following
year. Returning this payment schedule to 90 percent/10 percent would cost about $370 million.
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Summary of the FY 06-07 Enacted Budget

A second education shift has school districts recognizing property tax revenue paid by tax
payers in May in the fiscal year that ends on that June 30. Eliminating this shift would allow
school districts to recognize most of those property tax payments in the next fiscal year
beginning on July 1. Eliminating this shift would cost about $460 million.

For more information, contact Bill Marx, Chief Fiscal Analyst, 651-296-7176 or
bill. marx@house.mn
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The Enacted Budget in Detail

The following sections provide details on the major expenditure and revenue bills passed by the
2005 Legislature. The sections are organized according to the jurisdictions of the House of
Representatives’ fiscal committees.

Detailed tracking sheets for each of the major finance bills are posted on the House Fiscal
Analysis Department’s website at www.house.leg.state.mn.us/fiscal/tracking.htm.

The text of the final appropriations and revenue bills is available through the Revisor of Statute’s
website (www.leg.state.mn.us/leg/statutes.asp), under the pull-down menu entitled “Minnesota
Session Laws.” The following table shows the appropriate Chapter Number for each
appropriation or revenue bill. A Chapter number beginning with “SS” indicates that the bill was
passed in the 2005 First Special Session.

2005 Major Revenue and Expenditure Bills - Chapter Numbers
Numbers under House and Senate columns are the House File and Senate File numbers.

2005 Major Finance Bills House Senate Final Bill Chapter
Education HF 872 SF 2267 SS HF 141 SS5
Environment HF 902 SF 2276 SS SF 69 SS1
Agriculture HF 1420 SF 2276 SS SF 69 SS1
Jobs/Economic Development HF 1976 SF 2276 SS SF 69 SS1
Health & Human Services HF 1422 SF 2278 SS HF 139 SS4
Higher Education HF 1385 SF 2265 HF 1385 107
Public Safety HF 1 SF 2273 HF 1385 136
Taxes HF 785 SF 2206 SS HF 138 SS3
Transportation HF 2461 SF 1980 SS HF 140 SS6
State Government HF 1481 SF 2266 HF 1481 156
Capital Investment HF 3 SF1 HF 3 20

Other Bills with Fiscal Impact

FY 2005 Deficiencies HF 57 SF 350 HF 57 2

Claims HF 2371 SF 2160 SF 2160 128
Positive Abortion Alternatives HF 952 SF 917 SF 917 124
Child Support & Custody HF 1321 SF 630 SF 630 164
Help America VVote Act Amendments HF 874 SF 290 HF 874 162
Drycleaner Fees HF 1470 SF 1424 HF 1470 157
Tax Changes HF 2228 SF 1675 HF 2228 151
Forecast Changes - DHS & Education HF 2448  No companion HF 2448 156
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Agriculture, Environment and Natural Resources

Finance

The Agriculture, Environment and Natural Resource budget provides funding for the
management, protection and enhancement of the natural resources of the state. Agencies funded
include the Pollution Control Agency, the Department of Natural Resources, the Minnesota
Conservation Corps, the Metropolitan Council Parks, the Office of Environmental Assistance,
the Board of Soil and Water Resources, the MN Zoo, the Agriculture Department, the Animal
Health Board, the Agriculture Utilization Research Institute, and the Science Museum of

Minnesota. The final general fund appropriation was $374.2 million dollars for FY 2006-07.

(all dollars in thousands)

Agriculture, Environment and Natural Resources Finance
Total General Fund Spending

February | February | Appropriations | % Change | % Change Tails
Forecast Forecast 1st SS FY 06-07 FY 06-07 1st SS
Spending | FY 06-07 Chapter 1 Vs. Enacted vs. | Chapter 1
Agency / Program FY 04-05 Base FY 2006-07 FY 04-05 Base FY 06-07
Pollution Control Agency 29,643 29,430 22,717 -23% -23% 22,728
Office of Environmental
Assistance 23,439 23,520 0 -100% -100% 0
Zoological Garden 12,782 13,114 12,878 1% -2% 12,878
Natural Resources, Dept 174,643 165,276 150,112 -14% -9% 148,862
Natural Resources,
Dept(OPENS) 60,563 64,840 62,548 3% -4% 66,094
Water & Soil Resources Bd 30,944 30,862 30,671 -1% -1% 30,462
Metropolitan Council Parks 6,501 6,600 6,600 2% 0% 6,600
Minnesota Conservation
Corps 700 700 700 0% 0% 700
Science Museum of
Minnesota 1,500 1,500 1,500 0% 0% 1,500
Agriculture, Dept of 81,496 71,545 76,732 -6% 7% 73,886
Animal Health Board 5,522 5,606 6,520 18% 16% 5,922
Agriculture Utilization
Research Instit. 3,174 3,200 3,200 1% 0% 3,200
Total Expenditures: 430,907 | 416,193 374,178 -13% -10% 372,832
General Fund Revenue
Change: (27,656)
Net General Fund: 401,834
* Items have been adjusted for
comparison purposes.
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Pollution Control Agency (PCA)

The Governor recommended that the PCA and the Office of Environmental Assistance be
merged into a one agency. The final action of the legislature implemented this recommendation,
although it did not change the agency name as recommended by the governor. The appropriated
budget totals $268.0 million, of which $22.7 million is general fund dollars for this newly
combined agency. Changes to the agency base budget include the following:

e Changing the allocation of the solid waste management tax receipts deposit, sending
seventy percent of the receipts to the Environmental Fund. Currently 50 percent of the
receipts are deposited in the Environmental Fund and 50 percent are deposited in the
General Fund. This will result in an increase of revenue to the Environmental Fund of
$24.6 million, and a corresponding decrease to the General Fund.

e An increase in each year of $8.9 million of Environmental Fund appropriations to the
Water program for the water protection activities.

e An annual decrease in Remediation Fund appropriations to the Land programs of
$8.9 million. This decrease will result in Superfund and closed landfill program sites
cleanup being postponed.

e A general fund decrease of $5.9 million from Water programs and $800 thousands from
Administrative Support.

e An increase in both revenue through increased fee levels, and the appropriation for Air
program activities of $532,000 in FY 2006 and $839,000 in FY 2007.

Office of Environmental Assistance (OEA)

The Governor’s recommendation that the OEA be merged, along with the PCA into a new
agency was included in the final legislation. In addition to the merger the final bill makes the
following changes:

e The activities of the OEA are to be funded through fees and taxes rather than general
fund where possible. This is accomplished through an annual reduction of $I1.76 million
of general fund appropriations and an increase of $11.76 million of appropriations from
the Environmental Fund.

e All other revenues and appropriations currently in the OEA base would be transferred to
the newly proposed agency.

Minnesota Zoological Garden (MZG)
The enacted legislation appropriates a total of $34.0 million to the zoo for the bienium, of which
$13.1 is from the General Fund.
e The legislation includes an appropriation of $135,000 per year to the Zoo from the
Natural Resources Fund, lottery in lieu dollars.
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Summary of the FY 2006-07 Enacted Budget

In the 2005 capital investment bill the Zoo was relieved of the responsibility for debt
service on the Discovery Bay exhibit. This action allows the Zoo access annually to the
approximately $1 million dollars previously allocated for the debt service.

Minnesota Conservation Corps
The enacted legislation appropriates $1.68 million for the Corps. $700,000 of this amount is
General Fund dollars. This is the base level budget.

Department of Natural Resources(DNR)
The legislation appropriates a total Department of Natural Resources budget of $614.2 million,
of which $212.66 million is General Fund dollars. This is a recommended direct General Fund
decrease of 9 percent from the agency forecasted base. Some of the changes included in the
legislation to the agency include the following.

General Fund Changes:

A reduction of $6.3 million from agency direct appropriation base budget amounts. This
reduction is made from general cuts throughout the agency. The reductions were
proposed by the Governor to be made without loss of current activity due to increased
efficiency and program accountability.

A reduction of $2.3 million in the appropriation to the Forestry division. This saving will
be achieved due to the expiration in debt service payments on previously purchased
airplanes.

The legislation increases the fee on permits required for the use of water by once through
cooling systems, industry and agriculture. The increased fees would result in new
revenue of $213,000 and per year.

A surcharge is imposed in the amount of $20 dollars per million gallons of water used by
local units of government to supply summer water demands.

$400,000 was appropriated for silvicultural research to improve the quantity and quality
of timber fiber.

$250,000 for a grant to the University of Minnesota to complete a 5,000 foot core
sampling bore hole at the Tower-Soudan mine complex.

$100,000 was appropriated for a grant to the Duluth Port authority to study the problem
of freshwater corrosion on harbor facilities.

The legislation appropriates $300,000 for a grant for construction of the Mesabi station
along the Mesabi Trial.

The roadside habit program was appropriated $200,000.

Other funds changes included:
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e An increase of $250,000 per year from the Heritage Enhancement account to the Forestry
division for the DNR’s ecological classification system. This increase is funded through
increased estimates of revenue to the account.

e An increase of $75,000 per year from the Heritage Enhancement account to the division
of Fish and Wildlife to manage the gray wolf population in Minnesota.

e An increase in the appropriation from the Lottery-in-Lieu of Sales Tax funds of
$2.8 million to the Trails and Waterways division. These funds would be used to
increase maintenance on trials and waterways.

e An increase of $858,000 from the Lottery-in-Lieu of Sales Tax funds to the division of
Parks for increased expenditures on camping and other services.

e An increase of $2.5 million to the Fish and Wildlife division from the Game and Fish
Fund to cover the increased costs of the current activities.

e A netincrease in appropriations from the Off-Highway Vehicle accounts to the Trails and
Waterways division including $75,000 for a gas tax study, $500,000 for increased OHV
grant in aid payments, $200,000 to extend the OHV damage account, and $50,000 for a
study of usage on the North Shore Trail.

= The Governor proposed and the legislation approved that a total of $21.9 million from the
General Fund, the Natural Resources Fund, and the Game and Fish Fund be transferred
within the agency from the Administrative Support division to the other divisions. These
funds are used for certain administrative service and would be redirected to operations
divisions, who would then be billed for the services.

e An increase of $1.5 million each year for the snowmobile grant in aid program. This
funding is raised through a new requirement of a trail sticker on snowmobiles that are
operated on the trail system. The sticker will cost $15 per year or $30 for three years.

e An increase of $3.5 million to be used for water access site development. This funding is
from an increase in the cost of boat licenses imposed in the final legislation.

e An increase in each year of $925,000 from the Heritage Enhancement Account for
additional funding of the prairie wetland restoration and monitoring.

e An increase of $650,000 in each year from the Water Recreation Account for increased
public water access facility management.

e An increase of $204,000 from the Water Recreation Account for invasive species and
aquatic plant management activities.

e An additional $696,000 per year from the Water Recreation Account to the division of
Fish and Wildlife.

e An increase from the Natural Resources Fund of $200,000 for the non-game wildlife
program.

e An increase from the Game and Fish Fund of $128,000 to increase technical assistance
for stream restoration projects.
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Summary of the FY 2006-07 Enacted Budget

An increase from the Game and Fish Fund of $170,000 for expansion of the
Comprehensive Lake Management program.

The bill allows that critical habitat match (CHM) license plates be made available for
recreational vehicles. This is expected to increase revenue and proposes a corresponding
appropriation of $105,000 for the RIM Fund to acquire and improve critical habitat.

An increase of $150,000 from the Game and Fish Fund to the license center to fund the
vendor transaction costs for free licenses issued.

An increase from the Game and Fish Fund of $200,000 to increase management of the
Upper Red lake fishery.

An increase of $400,000 from the Game and Fish Fund to expand the Shoreland Habitat
Management program.

The bill created a new special management species (fish) application and tagging
authority be initiated that would allow for revenues to be collected and appropriations be
made for special species management. The first species proposed to be tagged is the lake
sturgeon. A five dollar tag would be required to be purchased by anglers. The
appropriation increase would be $53,000.

A new appropriation from the Game and Fish Fund of $625,000 for establishing an
electronic statewide registration of the deer harvest.

The creation of an electronic burning permit system is proposed. Permits would be
issued over the internet for a five dollar fee. The fee revenue and increased appropriation
would be $160,000.

The legislation makes changes to the allowable uses of revenue to the forest nursery
account. This is expected to result in increased revenue of $250,000 per year. The
increased revenue is appropriated to the DNR for forestry education and technical
assistance programs.

The Governor recommended and the legislation allows for the certified forest
management costs on Trust Fund lands to be returned to the forest management
Investment Account rather than to the General Fund. These costs are $3.5 million per
year.

An increased appropriation of $50,000 per year from the School Trust Fund to the
Minerals division to complete an aggregate inventory on School Trust Lands.

The Governor recommends an annual decrease of $1.5 million in the appropriation from
the general fund to the Minerals division and a corresponding increase of $1.5 million in
appropriations from the funds for the lands managed.

An appropriation of $420,000 per year to fund minerals program enhancements.

A new appropriation of $300,000 to identify ways to increase income generation from
improved management of Trust lands.
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e A $20,000 increase in an appropriation to cover the costs of granting road easements
across state lands. This is paid for by a new application fee of $2,000 for each request for
an easement.

e The governor recommended and the legislation allows that the DNR commissioner be
given the authority to waive or reduce state park entrance fees in order to vary the fee
based on marketing conditions.

e A one time appropriation of $50,000 for a study of the amount of gasoline used by all
terrain vehicles. This information is used to determine the amount of gas tax funding
transferred to the Natural Resources Fund.

e The cost of cross country ski passes is proposed to be increased from $3 to $5 dollars a
day, or $10 to $15 for an annual pass. Increased revenue of $140,000 a year would be
appropriated to the DNR for increased maintenance and grooming of ski trails.

e A recommendation to shift fishing pier maintenance current funding of $154,000 a year
from the Natural Resources to the Game and Fish Fund.

e An increase of $502,000 from the Game and Fish Fund for increase spending on water
access sites. This is proposed due to increased funding from the Wallop-Breaux funds
received from the federal government.

Board of Soil and Water Resources (BWSR)
The enacted legislation appropriates a total BWSR budget of $31.79 million, of that amount
$30.9 million is from the General Fund. Included in the recommendation are:

« A reduction of $200,000 per year from the agency administrative operations.
« Anincrease of $100,000 for a beaver damage control grant program.

e $109,000 for a study of drainage system buffers.

Science Museum of Minnesota
The enacted legislation appropriates $1.5 million to the Science Museum. This is the base
funding level.

Legislative Commission on Minnesota Resources (LCMR)

The bill as enacted appropriates $18.8 million for projects recommended by the LCMR. The
legislation also includes provisions that require a study of the operations and possible changes to
the process to be used in making future appropriations from the lottery sales revenue deposited to
the Environmental Trust Fund.
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Department of Agriculture (MDA)

The enacted legislation approves a total Department of Agriculture Budget of $139.9 million, of
which $76.7 million is General Fund Dollars. Of this $76.7 million, $34 million is for the
Ethanol Producer Payments program. Changes made to the base budget of the MDA include:

An increase of $4.249 million dollars from the General Fund for the increase lease costs
related to the relocation of the agency to a new building.

The bill implements increases to six agronomy programs fee structures. The affected fees
are pesticide, fertilizer inspection, manure lab certification, feed free sale certificates,
feed tonnage fee exemptions and commercial fee late fees. These changes will result in
increased revenues and expenditures of $886,000 in the Agriculture Fund.

An increase in nursery and phytosanitary fees resulting in $152,000 per year of new
revenue and expenditures from the Agriculture Fund.

An increase in the fees charged to apiarists resulting in new revenue of $9,000 a year to
the General Fund.

An increase of $35,000 per year in the appropriation from the Remediation Fund for the
Agricultural Voluntary Investigation and Cleanup program costs.

An increase of $50,000 per year in the appropriation from Agricultural Chemical
Response and Reimbursement Account for program administrative costs.

An increase in the fees charged in the grain buyer and storage program. The increase
would result in increased revenue and appropriations of $55,000 per year from the
Agricultural Fund.

The Governor recommended and the bill approved the establishment of a new application
fee for the Agricultural Best Management Practices Program. The fee will be $50. The
new fee results in $20,000 of new revenue and appropriations from the Agriculture Fund.

An increase of $100,000 is appropriated in each year for technical assistance to local
governments in siting livestock operations.

A one time appropriation of $220,000 for contracts with the University of Minnesota for
livestock operation odor control research.

An increase of $150,000 in each year from the Agricultural Fund to be used for increased
monitoring of agriculture pesticides in waters.

A General Fund appropriation of $500,000 for the E85 pump grant program in increase
the availability of obtaining E85 fuel.

$200,000 for ethanol efficiency grants.

$65,000 in each year is appropriated for a grant to the Northern Minnesota Forage-Turf
Seed Advisory Committee for research on improved production of seeds.

The Second Harvest Heartland food bank system is appropriated $150,000 for purchase
of milk products to be distributed.
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e $17,000 in the first year and $18,000 in the second year is for a grant to the Minnesota
Horticulture Society.

Animal Health Board

The enacted legislation appropriates to the Animal Health Board a budget of $8.22 million, of
which $6.52 million is General Fund money. This recommendation is a general fund increase of
$914,000 from base level funding. An increase of $314,000 is to cover the increased lease cost
associated with the relocation to a new building. The additional $600,000 is for a grant to the
University of Minnesota to be used for operation costs at the veterinary diagnostic laboratory.

Agriculture Utilization Research Institute
The legislation appropriates a total AURI budget of $3.2 million dollars, all of which is General
Fund money. This is equal to the General Fund base budget.

For additional information on Agriculture, Environmental and Natural Resources Finance
issues, contact Jim Reinholdz at 651.296.4281 or email: jim.reinholdz@house.mn.
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Capital Investment

Laws of Minnesota 2005, Chapter 20 contains nearly $945 million in capital investment projects
across the state. While odd-year sessions generally have a smaller “emergency” capital
investment bill, the legislature failed to pass a bonding bill in the 2004 session and the backlog of
capital needs pushed the bill total near $1 billion. The finance package will require that nearly
$886 million in capital projects are financed through the state general fund over the next twenty
years. An additional $59 million in projects are user financed with debt service falling to the
higher education institutions or school districts. In order to pay additional debt service costs
created by the bill, an additional $63 million from the general fund was set aside for the fiscal
2006-07 biennium.

Educational needs were the legislature’s top priority in the bill, with over $347 million in
education related projects. Environment, Natural Resource and Agriculture projects were the
next priority, receiving $280 million in projects including $23 million for CREP related
easements to improve water quality along the Minnesota river. Economic Development related
projects totaled over $185 million which included $22 million for the Minnesota Planetarium and
$21 million for a bioscience research facility to be jointly run by the University of Minnesota and
the Mayo Clinic in Rochester.

Transportation needs received over $110 million and included partial state funding for the
Northstar Commuter Rail line at $37.5 million, as well as transit funding for the Cedar Avenue
Busway and $5 million to begin work on the Central Corridor between downtown Minneapolis
and St. Paul. The area of Public Safety and Criminal Justice was granted nearly $100 million in
the bill and had the legislation’s largest project, $85 million for an expansion of the correctional
facility in Faribault. State government infrastructure and Human Services projects made up the
balance of the bill.

The state will go to market with $350 million in bonds near the end of September to raise cash
for projects approved by the legislature. At the close of the sale the state will have over
$3.6 billion in outstanding general obligation debt from all previous capital investment bills.
While at the last sale state sold bonds at a rate of 3.55%, interest rates have increased and the
Department of Finance estimates that the bonds will sell at a rate closer to 4% on a twenty year
bond. The state’s bond rating is expected to be unchanged from the previous sale, “AAA” rated
by Fitch and Standard and Poor, and “Aa+” from Moody’s Investor Services.

The Department of Finance is also estimating a maximum capacity for a capital investment bill
of $785 million for the 2006 session. Debt service has been set aside for a $400 million bill. A
larger bill would require additional general fund money in the current biennium. Maximum debt
capacity could change slightly with the results of the November forecast.

A summary of the capital budget bill can be found on the House Fiscal Analysis website at
http://www.house.leg.state.mn.us/fiscal/files/bond05.pdf

If you have further questions on Capital Investment issues, please contact John Walz at 296-
8236 or e-mail at john.walz@house.mn.
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Education Finance

For the FY 2006-07 biennium, the Legislature adopted $12.6 billion in general fund state aid for
K-12 education and early childhood and family education programs. This compares with the
February forecast of current law FY 2006-07 education spending of $12.0 billion, for a total
increase of $566.0 million, or 4.7 percent over current law. The FY 2006-07 budget includes
$95.1 million in new property tax recognition shift savings. If those shift savings were not
included, the budget increase would be $661.1 million or 5.5 percent over current law. For the
FY 2008-09 biennium, the adopted budget include total state appropriations of $12.9 billion, an
increase of $989.6 million from the February forecast appropriations, or 8.3 percent.

School district property tax levies in the adopted budget would increase from current law for
each year from FY 2007 to FY 2009. Property taxes for FY 2006 (the pay 2005 property taxes
already being levied) increased under current law by $90.5 million from FY 2005, or 7.1 percent,
to $1.4 billion. Levies for FY 2007 (payable in 2006) in the adopted budget are estimated to
increase by $310.9 million, or 22.6 percent, from FY 2006, to $1.7 billion. Compared to current
law, the adopted budget would increase property taxes for FY 2007 by $139.1 million, or
9.0 percent, for FY 2008 by $174.3 million, or 10.3 percent, and for FY 2009 by $146.2 million,
or 7.9 percent.

The adopted budget includes a total increase of $800.2 million over the base for the FY 2006-07
biennium in state aid and local property tax increases. The $800.2 million includes the
$566.0 million in new state aid for the biennium, an additional $139.1 million in new property
taxes and $95 million in new property tax recognition shift. In total, this amounts to a
$216.4 million increase in FY 2006, or 2.9 percent over the base, and $583.8 million in FY 2007,
or 7.7 percent over the base.

Education Finance
Total General Fund Spending
(dollars in thousands)

February Percentage | Percentage
Forecast Change Change Tails
Spending Base Appropriations | FY 06-07 FY 06-07 Chapter 5,
in Funding Chapter 5, 1SS Vs. Vs. 1SS
FY 2004-05 | FY 06-07 FY 06-07 FY 04-05 Base FY 2008-09
Education Aids 11,960,102 | 11,933,070 12,498,778 4.50% 4.74% 12,783,727
Department of
Education 46,671 45,994 44,844 -3.91% -2.50% 45,694
MN State
Academies 20,861 20,932 21,932 5.13% 4.78% 21,932
Center for Arts
Education 13,855 12,846 13,246 -4.40% 3.11% 13,246
Totals 12,041,489 | 12,012,842 12,578,800 4.46% 4.71% 12,864,599
General Fund Revenues 0
Net General Fund 12,578,800
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The following summarizes the major initiatives in the adopted budget, with the cost expressed as
a biennial total, from the general fund unless otherwise noted:

General Education Program
e $470.5 million to increase the basic formula amount by 4.0 percent per year. In FY 2006,
the formula is increased from $4,601 to $4,783. In FY 2007, the formula is increased to
$4,974. In addition, $48.9 million is appropriated to fund increases in formulas such as
compensatory revenue and sparsity revenue which are linked directly to the basic formula
amount.

e $85.9 million in aid and $6.3 million in local levy for the QComp Alternative
Compensation program (replacing the current $7.4 million appropriation, which is
eliminated). This appropriation will provide funding for alternative compensation
programs in school districts on a first come, first served basis. The funding will be
sufficient to provide funding for approximately half of the state’s students. The formula
for the revenue is $260 per pupil, with the full amount coming in state aid for FY 2006.
In FY 2007 and later, the revenue will be $190 per student in state aid and $70 per
student in an equalized levy. QComp revenue will be provided to districts which provide
multiple career paths for teachers, instructionally-based accountability, professional
compensation, a new 21 century pay schedule for teachers, ongoing applied professional
growth and alignment of state staff development plan and set aside funding with their
performance pay plans.

e $22.3 million in aid and $36.0 million in levy for additional equity revenue funding. Of
this amount, $5.6 million in aid is to provide equity revenue to districts that have
referendum revenue below 10 percent of the state average, $6.0 million is to increase
current law equity revenue for school districts in the metro region by 25 percent, and
$46.7 million for a supplement of $46 per pupil in equity revenue for districts below the
95™ percentile in referendum revenue, and $23 per pupil in equity revenue for districts
above the 95" percentile in referendum revenue.

e $11.0 million for a new gifted and talented revenue of $4 per pupil in FY 2006 and $9 per
pupil in FY 2007. Revenue must be reserved and spent only on identifying gifted and
talented students, providing education programs to gifted and talented students and
providing staff development for teachers of gifted and talented students.

e $232,000 in state aid and $160,000 in local levy for FY 2006 for transition revenue to
fund 4 percent of the amount districts received for pre-Kindergarten programs prior to
FY 2004.

e $4.0 million in savings in FY 2007 from converting Shared Time aid to a reimbursement
program. The savings are one-time savings that come as the funding budgeted for
FY 2006 is allocated as FY 2007 expenditures.

e $3.3 million to change the online learning program from a limited appropriation program
to part of the general education program. As a result of this change, all students who
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participate in online learning programs will be funded, as opposed to current law, which
limited the number of students funded to the appropriation available, and included a
priority for choosing which students to fund.

$1.4 million in state aid and $32.0 million in additional levy in FY 2007 from increasing
the cap on most school district operating referendums from 18.6 percent of the basic
formula amount to 26 percent of the basic formula amount, and for those districts with
referendum amounts in 1994 greater than the current cap by $200. With the current
formula for FY 2005 of $4,601, the referendum cap is $866. The increased basic formula
amount and referendum cap increase for FY 2007 combine to increase the cap for most
districts to $1,374 per pupil unit. Districts which qualify for sparsity revenue are not
subject to a referendum cap.

$7.4 million in aid cost and $2.1 million in levy savings from increasing the amount of
equalization on voter-approved school district operating referendums. Currently, only the
first $500 per pupil of referendum levy is equalized. Under the new law, the first $600
per pupil will be equalized in FY 2007 and the first $700 per pupil will be equalized in
FY 2008.

$210,000 from the general fund to replace Permanent School Fund allocations to general
education program aid due to changes in how the Department of Natural Resources funds
minerals management.

$24.3 million in levy in FY 2009 due to the continuation of transition revenue, which was
set to expire in FY 2009.

$95.1 million in savings to the state general fund from additional property tax revenue
recognition shift savings from the Governor’s recommendation of higher school district
property taxes. School districts are required to recognize 48.6 percent of most of their
operating levies in the fiscal year in which the levy is certified. To make this early
recognition of property tax levies revenue-neutral to districts, their general education aid
is reduced by an equivalent amount, resulting in one-time savings to the state general
fund.

Other General Education Programs

$896,000 in state aid savings and $327,000 in new levy from changing the way that
abatement aid is calculated. Currently, abatement aid is calculated using preceding year
levy information. The new law requires that abatement aid be calculated using the
information for levies for the third preceding year.

$100,000 for a new property tax levy for districts which form joint education
administrative districts. The joint education administrative districts would provide
administrative functions for multiple districts, while individual districts would retain
control of individual school sites. Levy revenue would be used for approved retirement
and severance incentives, and other start-up costs related to the joint district.
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$2.2 million in new property tax levies for districts that have busses manufactured by the
Carpenter bus company in their fleet. Districts that have those busses, which have been
determined to have potentially defective welds, will be allowed to levy up to $30,000 per
bus to mitigate the replacement cost of those busses.

$11.5 million in local property taxes to allow districts to levy for 100 percent of their
unemployment, judgment and building lease costs.

$4.2 million for a pilot program that provides additional revenue to five districts and
allows them to allocate their compensatory revenue based on student performance rather
than on the count of free and reduced-price lunch students. The five districts are
Anoka-Hennepin, Osseo, Rochester, Robbinsdale and South Washington.

Education Excellence

$11.5 million to create a new “Get Ready, Get Credit” program, and to enhance existing
Advanced Placement and International Baccalaureate (AP/IB) funding. The
appropriation will allow the following: public schools can participate in the ACT
Educational Planning and Assessment System for career planning, assessment,
instructional support and evaluation; public school high school students can earn college
credit for mastery of college level courses taken in high school, and; teachers will receive
a stipend based on the number of students passing AP/IB tests.

$2.4 million in one-time funding to develop an interactive computer-based science test
for students in grades 5 and 8, and students in high school after completion of biology
class.

Special Education

$23.0 million to increase the statewide cap on Special Education Excess Cost aid.

Facilities and Technology

$5.3 million in equalization aid and $42.5 million in local levy for the FY 2008-09
biennium to allow districts to levy for deferred maintenance costs. Districts will be
eligible to levy for up to $60 per pupil using a sliding scale based on the ratio of the
district’s average building age to 35 years

$7.5 million for school district telecommunications costs. Districts will be eligible for
reimbursement of 90 percent of their telecommunications costs that are not reimbursed
under the federal E-rate program, and that exceed a fixed threshold. For FY 2006 the
threshold is $15 per pupil. For FY 2007 and later, the threshold is $18 per pupil.

$692,000 in savings and $3.1 million in local levy reduction in FY 2007 from the
reduction in the maximum effort school loan tax rate. The methodology for adjusting the
maximum effort tax rate due to the 2001 tax classification rate changes did not account
for the unique mix of property tax types in school districts with maximum effort school
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loans. The tax rate reduction will more accurately reflect the mix of property types in
those districts. In addition to the savings to the general fund and the reduction in local
property taxes, the maximum effort school loan fund will see reduced payments from
those districts of $793,000, which will ultimately increase general fund costs by that
amount to replace those lost payments.

Nutrition Programs
e $2.5 million to increase the state school lunch reimbursement rate from 8 cents to
10 cents per lunch.

e $2.5 million to increase the state kindergarten milk reimbursement rate from 9 cents to
14 cents per half pint of milk.

Libraries
e $1.0 million for the Electronic Library of Minnesota statewide database licensing
program to replace federal funds which it has been determined do not qualify to be
expended for this purpose.

Early Childhood and Family Support
e $5.2 million to increase ECFE funding from $96 per child under the age of 5 to $104 per
child.

e $1.3 million in additional funding for Early Childhood Health and Development
Screening. The additional funding will be used to increase reimbursement for screenings
for three year olds, helping to ensure early screening.

e $4.0 million to increase Head Start funding.

e $1.0 million to fund the Minnesota Early Learning Foundation to improve early
childhood parent education and kindergarten readiness, in cooperation with a private
non-profit organization.

Self-Sufficiency and Lifelong Learning
e $252,000 in additional funding for Adult Basic Education due to the reallocation of
capped funding. Currently, eight districts have their funding capped under the Adult
Basic formula. Capped funds are cancelled back to the general fund. Instead of allowing
the funding to cancel, the remaining funding will be reallocated to other programs, some
of which have waiting lists for services.

e $2.0 million for intensive English Instruction for new adult refugees. This appropriation,
available for the current biennium only, would allow Adult Basic Education providers to
add English a second language instruction to accommodate the large number of refugees
entering Minnesota.
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Prevention
e $648,000 in aid and $169,000 in local levy to increase the Community Education formula
by 19 cents, from $5.23 to $5.42 per capita, beginning in FY 2007.

Minnesota Department of Education
e $2.6 million in savings from a cut to the agency’s operating budget. This reduction
amounts to approximately 5.7 percent of the agency’s biennial base budget of
$46 million.

e $1.9 million to develop and implement a value-added index assessment model for public
schools. $300,000 in FY 2006 is for the Department of Education to develop the model,;
$1.6 million is for implementation of the model in FY 2007.

Minnesota State Academies for the Deaf and Blind
e $1.0 million in additional funding for the State Academies in order to preserve the current
level of special education services provided to their students. Preliminary indications
from fiscal monitoring of the relationship between the State Academies and the Faribault
public schools may result in reduction of special education funding for the Faribault
public schools.

Perpich Center for Arts Education
= $400,000 increase in the agency’s base budget.

For further information on Education Finance related issues contact Greg Crowe at
296-7165 or greg.crowe@house.mn
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Health Finance

The FY 2006-07 Health and Human Services budget act (Laws 2005, Special Session Chapter 4)
appropriates a total of just under $7.4 billion in general fund moneys for programs administered
in agencies overseen by the Health Committee. This amount reflects an increase of
$999.14 million, or 15.6 percent above the FY 2004-05 spending of $6.4 billion as projected in
the February 2005 forecast. It also represents a decrease of $225 million or —2.9 percent below
base budget projected spending of $7.6 billion for FY 2006-07.

A closer look at this $7.4 billion general fund budget reveals more than 70 major policy changes,
the majority of which impact programs in the Department of Human Services and create cost
savings. A select handful of these policy decisions, however, increase spending, including:

(1) A 2.26 percent long-term care provider rate increase (+$76.1 million),

(2) Medical Assistance/Alternative Care lien recovery buyback provisions (+$24.2
million),

(3) State Operated Services’ sex offender referrals, civil commitment services and adult
mental health transition services (+$27.7 million),

(4) Reducing the county share of payment for Intermediate Care Facilities-MR (+$10.1
million), and

(5) Eliminating co-payments for Medical Assistance and General Assistance Medical Care
clients (+$8.9 million).

Conversely, notable funding reductions include:

(1) A reduction to inpatient hospital rates (-$58 million) with related adjustments to
hospital disproportionate share (+22.3 million) and an intergovernmental transfer (IGT)
buyback (-$22.5 million),

(2) Capping caseload growth for certain Home and Community Based Waivers (-$52.7
million), (3) the transformation of nursing facility funding and the suspension of
automatic cost-of-living adjustment (COLA) increases (-$27.6 million),

(3) Federal Medicare program changes (-$21.4 million),
(4) Changes in alternative care eligibility and services (-$18.2 million), and
(5) Prescription drug purchasing and efficiencies (-$15.3 million).

For the FY 2008-09 biennium (the tails), general fund spending is projected to reach $8.3 billion,
reflecting an increase of $910.4 million (or 12.3 percent) above FY 2006-07 appropriation levels
of $7.4 billion.
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The chart below shows general fund spending by agency for FY 2004-05, base level for
FY 2006-07, appropriations for FY 2006-07 and projected base for FY 2008-09.

Health Finance
Total General Fund Spending

(dollars in thousands)

%

February Change

Forecast FY 06-07 | % Change Tails

Spending Base FY 2006-07 Vs. FY 2006-07 SS

in Funding SS Chapter 4 | February Vs. Chapter 4

FY 04-05 FY 06-07 Enacted FY 04-05 Base FY 08-09
Human Services (a) 6,205,446 | 7,422,644 7,193,870 15.9% -3.1% | 8,105,745
Health 122,943 129,376 133,806 8.8% 3.4% 133,362
Veterans Homes 59,841 60,060 60,060 0.4% 0.0% 60,060
Disability Council 1,112 1,000 1,000 -10.1% 0.0% 0
Mental Health
Ombudsperson 2,901 2,924 2,924 0.8% 0.0% 2,924
Families
Ombudsperson 491 490 490 -0.2% 0.0% 490
Emergency
Medical Services
Bd 7,044 6,762 6,762 -4.0% 0.0% 6,762
Total
Expenditures 6,399,778 | 7,623,256 7,398,912 15.6% -2.9% | 8,309,343
New Revenues (7,555)
Net General Fund 7,406,467

(a) Part of the DHS budget is in the Jobs and Economic Opportunity Committee
(b) The chart also includes appropriations in Chapter 124 (Positive Alternatives) and Chapter 164 (Child Support).

From the Health Care Access fund, the FY 2006-07 budget act appropriates a total of
$764.6 million, an increase of $157.1 million or 25.9 percent above FY 2004-05 spending levels

of $607.5 million. This funding increase is mostly attributable to three policy changes:

(1) General Assistance Medical Care eligibility changes that shift about one-third of GAMC
(general fund-supported) clients to MinnesotaCare in the Health Care Access fund
(+$61.2 million in spending plus a transfer of HCAF premium tax transfer revenue (-$6
million) for a net impact of +$55.2 million),

(2) Repeal of the $5,000 cap on certain MinnesotaCare benefits (+$40.5 million), and

(3) The impacts of implementing HealthMatch (the new client-to-program computer

matching system) in late FY 2007.
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While the bulk of moneys from the federal Temporary Assistance for Needy Families (TANF)
block grant is overseen by the Jobs and Economic Opportunity Committee, the FY 2006-07
budget act appropriates $12 million to the Minnesota Department of Health. This amount is the
same funding level as provided in the February 2005 forecast.

All funds spending for Health Policy & Finance, which include direct and statutory
appropriations, totals $17.5 billion for the FY 2006-07 biennium. The table below shows the
total recommended spending for all funds.

Health Policy and Finance
FY 2006-09 All Funds Summary

(dollars in thousands)

Percent Percent
change change
FY 06-07  FY 06-07
February-05 S VS
Forecast Base Funding  SS Chapter4  FY 2004- Base
FY 2004-05 FY 2006-07 FY 2006-07 05 Funding
General Fund $6,399,778 $7,623,256 $7,406,467 15.7% -2.8%
State Government Special Revenue $63,211 $65,558 $102,276 61.8% 56.0%
Health Care Access Fund $600,745 $620,491 $764,663 27.3% 23.2%
Special Revenue Fund $748,107 $450,774 $450,774 -39.7% 0.0%
Federal Funds $7,850,274  $8,526,941 $8,375,097 6.7% -1.8%
TANF $12,000 $12,000 $12,000 0.0% 0.0%
MERC $158,038 $173,210 $173,210 9.6% 0.0%
All Other $211,889 $214,476 $214,476 1.2% 0.0%
HEALTH FINANCE TOTAL $16,044,042 $17,686,706  $17,498,963 9.1% -1.1%

Note: Beginning in FY 2006, revenues from the Health Impact Fee will be collected and transferred directly to the General
Fund. Thus, any new spending for Health Committee programs supported by this revenue source is reflected in General

Fund appropriations.

Significant Initiatives

The FY 2006-07 budget contains a total of 53 change items with fiscal impacts for the
Department of Human Services and 22 change items with fiscal impacts for the Department of
Health and a variety of change items with fiscal impacts for the health-related boards. Many of
these policy changes are complex in nature, involving multiple actions linked to several budget
activities, and sometimes multiple funding sources. The following summary outlines the net
fiscal impact of significant policy changes by agency. Changes are compared to the base level
budget for FY 2006-07 as presented in the February 2005 forecast. Further detail is available in
spreadsheet form on the House Fiscal website.
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Department of Human Services FY 2006 FY 2007
Agency Management

1. Facilities Consolidation Lease Costs

e General Fund $3.3 million  $3.4 million

e HCAF $0.8 million ~ $0.9 million
These changes would pay the increased rent costs as the department consolidates its
operations into two buildings, one of them a new facility with lease-purchase costs.

2. Licensing/Background Study Requirements

e General Fund $0.3 million ~ $0.3 million
These moneys will pay for 15 new staff positions for licensing oversight of residential
services for children as well as restructuring and adjusting a number of licensing fees.

3. Administrative Fair Hearings Requirements

e General Fund $0.6 million ~ $0.5 million
This change item adds eight referees and three clerical staff to enable the human services
appeals function to meet federal and state requirements for fair hearings for applicants for
recipients for human service benefits.

Health Care

4. Medicare Modernization Act Changes

e General Fund ($7.2 million) ($14.2 million)
These provisions include several program and administrative changes in the medical
assistance and prescription drug program associated with the new prescription drug benefit
under Medicare Part D.

5. Prescription Drug Grant Reduction

e General Fund ($2.5 million) ($ 3.0 million)
This change item eliminates base-level funding for a prescription drug grant program that
was never implemented.

6. Pharmaceutical Purchasing
e General Fund ($3.9 million) ($ 3.3 million)

These provisions for cost-effective purchasing include 1) contracting for specialty
pharmaceuticals at lower rates, 2) requiring persons with hemophilia to obtain blood-factor
products though certain federally qualified hemophilia treatment centers, 3) aligning payment
rates for administering drugs with Medicare rates, 4) reducing pharmacy payment rates for
certain prescription medications to average wholesale price minus 12 percent (instead of the
current 11.5 percent), and 5) requiring prior authorization for new drugs.
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7. Inpatient Hospital Rate Reduction (not GAMC)

e General Fund ($17.6 million) ($31.8 million)

e HCAF ($ 2.1 million) ($ 6.5 million)
This change item reduces by five percent most fee-for-service payment rates for inpatient
hospital services for patients covered by Medical Assistance or MinnesotaCare.

8. Rural Hospital Diagnosis-Related Groups (DRGs)

e General Fund $ 2.0 million $ 3.0 million
This provision increases funding for diagnosis-related-group payment adjustments to
hospitals outside of the seven-county metro area. Full reimbursement of actual expenses
incurred by rural hospitals for these services has been lacking since FY 2002.

9. Repeal MinnesotaCare Limited Benefit Cap

e HCAF $11.0 million  $29.5 million
This provision removes the $5,000 maximum benefit cap on services covered by
MinnesotaCare that was implemented in FY 2004.

10. MinnesotaCare Eligibility Reforms

e HCAF ($ 1.2 million) ($ 5.2 million)
This item makes changes in eligibility for MinnesotaCare for 1) college students who are
full-time and who have access to health insurance at their place of higher learning, 2) adults
who are self-employed in a non-farming occupation, 3) and adults (and their families) who
have access to employer-sponsored insurance plans. This section also includes more prompt
changes in premiums when a change in income is reported.

11. MinnesotaCare Premium Increase

e HCAF -0- ($ 2.5 million)
This provision implements an eight percent premium increase for all adults and for children
with incomes greater than 150 percent of the federal poverty level (FPL). For children with
incomes equal to or less than 150 percent FPL, the increase in premium is one dollar per
month (from the current $4 to $5 per month).

12. MinnesotaCare Co-payments

e HCAF ($ 0.7 million) ($ 1.7 million)
This provision implements a $3 co-pay for non-preventive care doctor office visits and a $6
co-pay for non-emergency treatment in an emergency room.

13. Repeal $500 Dental Cap MA, GAMC & MinnesotaCare

e General Fund $ 0.8 million $ 1.4 million

e HCAF -minimal- -minimal-
This provision removes the $500 maximum benefit cap on dental services covered by
Medical Assistance, General Assistance Medical Care and MinnesotaCare that was
implemented in FY 2004.
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14. Eliminate Co-pays for MA & GAMC

e General Fund $ 2.6 million $ 6.3 million
This provision removes the $3 co-pay for doctor office visits and the $6 co-pay for certain
emergency room visits which were implemented in FY 2004. It also changes the maximum
monthly co-pays for pharmacy from $20 to $12.

15. Management of Health Care Costs

e General Fund $ 0.0 million  ($ 5.3 million)

e HCAF $ 2.7 million  $ 1.9 million
This policy change item has eight subcomponents including: better addressing fraud and
abuse, increased used of web-based payments, improving the health care enrollment process,
complying with federal program integrity requirements, recovering uncompensated transfers
of income and assets, making trusts subject to asset recovery provisions, implementing
intensive medical care management, and improving cost-effectiveness of coverage.

16. Prior Authorization of Certain Services

e General Fund ($ 1.0 million)($ 2.5 million)

e HCAF ($ 0.3 million)($ 0.4 million)
Beginning in FY 2006, certain services to patients covered by medical assistance, general
assistance medical care and MinnesotaCare will require prior authorization before treatment.
These services include bariatric surgery, chiropractic visits, caesarean section, hysterectomy,
orthodontics, spinal fusion, tympanostomies and PET, CT, MRI and nuclear cardiology tests.

17. Improper Use of Emergency Room

e General Fund ($ 1.1 million)($2.0 million)

e HCAF ($ 0.1 million)($0.1 million)
This provision distinguishes reimbursement rates based on the category of care that is
needed, e.g. emergent care, urgent care, not immediate care. It prohibits payment at the
emergent care rate for non-emergent care rendered in an emergency room. Savings estimates
are based on assumptions that 20% of needed care is non-emergency, that 60% of non-
emergency care is urgent, and urgent care costs are 60% of the cost of an emergency room
visit.

18. Eliminate MinnesotaCare Outreach Grants

e HCAF ($ 0.75 million)($ 0.75 million)
This provision eliminates base-level funding (established in 1997) for grants to public and
private organizations to inform uninsured people about the MinnesotaCare program.

19. General Assistance Medical Care (GAMC)-MinnesotaCare Reform

e General Fund $ 1.1 million ($75.1 million)

e HCAF $ 0.0 million $67.8 million
The budget act significantly revises the General Assistance Medical Care program by
changing eligibility to include 1) General Assistance and Group Residential Housing
recipients, 2) recipients with a pending disability determination for SSI or SSDI, or 3)
homeless persons. All other applicants eligible for GAMC would be temporarily served by
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GAMC (approximately two months) and then transferred to MinnesotaCare (approximately
four months) regardless of certain MinnesotaCare eligibility requirements. No premium fees
would be imposed for the six-month period. Implementation of this new program will be
January 1, 2007. When fully implemented in FY 2008, approximately 18,000 of GAMC’s
30,000 average annual enrollment will be shifted to MinnesotaCare.

20. HealthMatch 17-Month Delay

e General Fund ($ 6.8 million) ($100.5 million)

e HCAF $ 6.4 million $ 96.3 million
The budget act anticipates the implementation of HealthMatch, DHS’s new computer-based
system that matches clients to programs, to occur in December 2006. The February 2005
forecast assumed a starting date of July 2005.

21. Intergovernmental Transfer Buyback
e General Fund ($ 6.9 million) ($ 15.7 million)

This provision eliminates a $24 million general revenue fund transfer to Hennepin County
and the University of Minnesota (for hospital use) in order to expand state disproportionate
share payments (DSH) to meet federal DSH allotment levels. Hospital payments made under
Minnesota’s GAMC program can be recognized as DSH payments, which are eligible for
non-Medicaid federal matching dollars, once approved by the Centers for Medicare and
Medicaid Services (CMS). These matching funds will then be made available to hospitals to
fund uncompensated care costs.

22. Hospital Disproportionate Share Adjustment

e General Fund $ 7.0 million $12.9 million

e HCAF $ 0.8 million $ 1.6 million
This change item increases Minnesota’s disproportionate share payments (DSH) to hospitals
to meet federal DSH allotment levels. This increased spending will be eligible for non-
Medicaid federal matching dollars, once approved by the Centers for Medicare and Medicaid
Services (CMS).

23. MA Lien Recoveries

e General Fund $ 7.3 million $4.0 million
The budget act revises provisions created during the 2003 legislative session to recover
medical assistance payments from life estate assets. The act modifies language so that the
recovery of such medical assistance expenses would be sought in cases where the life estate
was created after August 1, 2003.

Continuing Care

24. Alternative Care Liens — Eliminate

e General Fund $4.9 million  $8.1 million
The budget act eliminates provisions created during the 2003 legislative session to recover
alternative care payments from life estate assets. Instead, the Alternative Care program will
now operate using the standards of the Elderly Waiver program.
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25. Alternative Care Eligibility — 135 Days

e General Fund ($4.2 million) ($6.7 million)
This provision changes the term of eligibility for Alternative Care services (which are
provided prior to the admission to a nursing facility under the Medical Assistance program)
from 180 days to 135 days.

26. Alternative Care Service Limits

e General Fund ($1.9 million) ($5.5 million)
This provision deletes adult foster care, assisted living and residential care services from the
array of eligible services for the Alternative Care program. This program change anticipates
additional cost impacts to existing Medical Assistance programs.

27. Long-Term Care Provider Rate Increase
e General Fund $20.3 million $55.8 million

The budget act appropriates funding for a rate increase to nursing facilities, beginning
October 1, 2005, equal to 2.2553 percent of the total operating payment, and beginning
October 1, 2006, an additional rate increase equal to 1.2553 percent of the total operating
payment. Seventy-five percent of the money resulting from the rate adjustment must be used
to increase wages and benefits and pay associated costs for all employees, except
management fees, the administrator, and central office staff. In addition, these funds cannot
be used for increases implemented prior to the effective date of the rate increase.

28. Home Care Service Reimbursement Rates

e General Fund $ 0.5 million $ 0.8 million
This provision raises the fee-for-service rates paid for various home care services (skilled
nursing, physical therapy, occupational therapy and speech therapy, and home health aide
visits) by five percent, effective October 1, 2005.

29. Nursing Facility Rate Reform

e General Fund ($ 6.5 million) ($13.0 million)
This provision eliminates funding for the automatic cost-of-living increases for the portion of
nursing facilities (approximately 80 percent) that use the state’s automatic payment system.
Other changes for nursing facility funding can be found in change items entitled Long-Term
Care Provider Rate Increase and Nursing Facility Transformation.

30. Nursing Facility Transformation
e General Fund ($ 1.1 million) ($ 7.0 million)

The budget act directs the commissioner of Human Services to establish by October 1, 2007,
a value-based nursing facility reimbursement system which will provide facility-specific,
prospective rates for nursing facilities participating in the medical assistance program. The
rates shall be determined using an annual statistical and cost report filed by each nursing
facility. These cost savings represent a net fiscal impact of reduced spending in long-term-
care facilities grants and increased spending for group residential housing, alternative care
and elderly waiver grants.
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31. Extend Nursing Facility Moratorium Exceptions

e General Fund ($ 0.4 million) ($ 0.7 million)
This provision changes the timeline from 18 months to 36 months for any proposed
exception to the nursing home licensure and certification moratorium if the proposal was
approved between July 1, 2001, and June 30, 2003.

32. ICF-MR County Share Reduced from 20 Percent to 5 Percent
e General Fund $ 5.2 million $5.0 million

This provision modifies the cost sharing responsibilities of counties for medical assistance
payments for large (greater than 7 beds) Intermediate Care Facilities for Mentally Retarded
(ICF-MR). Current law requires the state to pay 80 percent of the nonfederal share,
including the cost of day training and habilitation services, and counties to pay 20 percent of
these costs. The act changes this cost sharing to 95 percent for the state and 5 percent for
counties.

33. Cap Growth in HCB Waivers

e General Fund ($13.8 million) ($38.9 million)
This funding reduction results from limiting the growth in three home and community based
(HCB) waiver programs: community alternatives for disabled individuals (CADI), traumatic
brain injury (TBI), and mental retardation and related conditions (MR/RC).

34. Reform Use of PCA Services
e General Fund ($ 1.5 million) ($ 4.5 million)

The budget act makes numerous changes to the law governing services provided by personal
care assistants (PCA) and payment for those services. More specifically, new language
requires a PCA to, among other things, 1) follow the service plan based on the current
physician's statement of need, 2) maintain daily written records detailing the actual services
provided to the recipient, and 3) record the amount of time spent providing the services.
Also, the act specifies that personal care assistant services provided without a physician's
statement of need are ineligible for payment. The act also contains an audit provision.

Chemical and Mental Health Services

35. State Operated Services Forensic Services

e General Fund $4.6 million ~ $5.8 million
This appropriation addresses the increased number of referrals and commitments to the
Minnesota Sex Offender Program (MSOP) and the Minnesota Security Hospital. This
change is in addition to the $13.4 million included in the Deficiency Bill (2005 Laws,
Chapter 2) enacted in February 2005.

36. State Operated Services Adult Mental Health Coverage
e General Fund $ 17.3 million  -0-
This appropriation is to cover the one-time costs of mental health restructuring and
regional treatment center downsizing in state operated services (SOS). An appropriation
was previously made for this purpose in FY 2004 but not all used in the FY 2004-05
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biennium due to slower than anticipated implementation of the changes. That amount
canceled on June 30, 2005 is re-appropriated in FY 2006.

37. Improve Mental Health Coverage
e General Fund $ 0.2 million $3.2 million
This increased funding is intended to improve mental health services for people enrolled
in Medical Assistance (MA), MinnesotaCare (MNCare) and General Assistance Medical
Care (GAMC) by providing more access to appropriate and effective care.

38. Methamphetamine Treatment - Willmar
e General Fund $ 0.3 million $ 0.3 million
The appropriation is to address increased chemical dependency treatment needs of
women with children and adolescents who are or may be abusing methamphetamine,
including supports for successful treatment.

Department of Health FY 2006 FY 2007
Administrative Support Service

1. Adverse Health Event Reporting
e State Gov’t Special Revenue $0.3 million  $0.3 million
The adverse health event reporting requirement was enacted in 2003 requiring hospitals
and surgical centers to report on 27 different types of incidents. Funding was from non-
state sources. This provision establishes ongoing funding and an increase in hospital and
surgical center fees to fund the program.

2. Operations Support (Facilities Leasing Costs)
= General Revenue $0.7 million  $2.6 million
This funding covers the increased costs of agency rent in its new facilities.
Approximately $2.2 million of the increased rent costs are offset by funding reductions or
reallocations within the agency.

Community & Family Health Promotions

3. Grant Reductions
e General Fund ($1.5 million) ($1.5 million)
This reduction eliminates funding for the dental loan repayment program ($560,000) and
the suicide prevention program ($983,000).

4. Positive Alternatives Program
e General Fund $50,000 $2.45 million
This provision, found in 2005 Session Law, Chapter 124, will provide grants to
organizations that provide direct care to pregnant women and their unborn children
through counseling and support services.
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5.

State Trauma System
e General Fund Spending $0.4 million  $0.4 million
» General Fund Revenue ($0.4 million) ($0.4 million)

Funded with an increase in hospital license fees, this provision will establish a statewide
trauma system to assure that injured persons are promptly transported and treated at
facilities appropriate to the severity of their injury.

Health Protection

6.

10.

11.

Drinking Water Protection Fee

e State Gov’t Special Revenue $ 0.4 million $ 0.6 million

» State Gov’t Special Rev Fund Revenue $0.0 million  $1.4 million
Funded by an increase in the drinking water service connection fee, this appropriation
will increase funding for the drinking water protection program.

Food Manager’s Certification Program

» State Gov’t Special Revenue $ 62,000 $ 62,000
Funded with a fee increase for food manager certification, this appropriation will allow
the program to operate at a full service level.

Food, Beverage and Lodging Program

» State Gov’t Special Revenue $ 1.6 million $ 1.6 million

» State Gov’t Special Rev Fund Revenue $ 1.3 million $ 1.3 million
Funded with a fee increase for food, beverage, and lodging establishments, these moneys
will help to reform and modernize the food, beverage and lodging inspection program for
approximately 7,800 restaurants, bars, hotels, motels, resorts and lodging establishments.

Lab Certification Program

e State Gov’t Special Revenue $ 0.2 million $ 0.2 million

» State Gov’t Special Rev Fund Revenue $ 0.2 million $ 0.2 million
Funded with a fee increase, these moneys will fully fund the environmental laboratory
certification program.

Methamphetamine Lab Remediation

e General Fund $ 50,000 $ 50,000
This appropriation will enable the Department of Health to provide technical assistance to
local units of government in a program to remediate former methamphetamine lab sites.

Plumbing

» State Gov’t Special Revenue $ 0.25 million $ 0.25 million

» State Gov’t Special Rev Fund Revenue ($5,000) ($5,000)
This additional appropriation will allow the plumbing inspection program to meet the
demand for plan review service and associated inspections. Also included is a fee
reduction due to a modification in the plumbing plan review schedule.
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12. Well Management Program
e State Gov’t Special Revenue $ 0.4 million $ 0.6 million
e State Gov’t Special Rev Fund Revenue -0- $ 0.55 million
Funded with a variety of increases in well management fees, these moneys will help meet
the increased need in the well management program.

Policy, Quality and Compliance

13. Complementary and Alternative Practice
e General Fund ($65,000) ($65,000)
This provision discontinues the Office of Complementary and Alternative Practice in the
Department of Health.

14. Vital Records Program
» State Gov’t Special Revenue $ 1.1 million $ 1.0 million
» State Gov’t Special Rev Fund Revenue $ 1.4 million $ 1.4 million
Funded with a surcharge for records, registrations and copies of these items, this
appropriation will pay for upgrades to the electronic record system and for administrative
costs of the electronic system of vital statistics. The revenue surcharge provision will
sunset at the end of FY 2009.

15. Family Planning Grants for Greater Minnesota Clinics

e General Fund $ 0.5 million $ 0.5 million
This appropriation will pay for family planning grants.

Veterans Home Board

No Changes
Emergency Medical Services Board
No Changes
Health-Related Boards Fund FY 2006 FY 2007
Board of Chiropractic Examiners SGSR $ 30,000 $ 30,000
Board of Dentistry SGSR $180,000 $ 30,000
Board of Marriage & Family Therapy = SGSR $ 9,000 $ 13,000
Board of Medical Practices SGSR $325,000 $ 365,000
Board of Nursing SGSR $722,000 $1,275,000
Board of Nursing Home Administrators SGSR $ 59,000 $ 62,000
Board of Pharmacy SGSR $337,000 $ 292,000
Board of Physical Therapy SGSR $ 4,000 $ 10,000
Board of Podiatry SGSR $ 4,000 $ 8,000
Board of Veterinary Medicine SGSR $ 8,000 $ 8,000
Board of Social Work SGSR $105,000 $ 100,000
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Most of the increases for these Health-Related Boards are for operations cost increases. The
budget act also provides new appropriations to five boards for specific uses and language
changes for fee reductions that impact two boards, as given below:

$150,000 of the Board of Dentistry’s FY 2006 increase is for an oral health care system
pilot project.

$200,000 each year of the Board of Medical Practices increase is for forgiveness of
physician loans under health profession education loan forgiveness program.

$392,000 in FY 2006 and $864,000 in FY 2007 of the Board of Nursing increases are for
the long term care and home and community based care employee scholarship program.

$125,000 in FY 2006 and $200,000 in FY 2007 of the Board of Nursing increases are for
forgiveness of nurse loans under health profession education loan forgiveness program.

$200,000 each year of the Board of Pharmacy increases are for the rural pharmacy
planning and transition grant program.

$25,000 each year of the Board of Pharmacy increase is for the cancer drug repository
program.

$105,000 in FY 2006 and $100,000 in FY 2007 of the Board of Social Work’s increase is
for administrative management related to providing mental health services.

The Board of Dietetics and Nutrition Practice is allowed to lower fees by up to $36,000
per year for fiscal years 2006-20009.

Revenue from the Board of Social Work fees is lowered by $113,000 in FY 2006 and
$226,000 in FY 2007 in 2005 laws, Chapter 147. This fee reduction is in effect until June
30, 20009.

Council on Disability
No Changes

Ombudsman for Mental Health & Retardation
No Changes

For additional information on Health Finance issues, contact Katherine Schill at 651.296.5384
or email: katherine.schill@house.mn.

Health Finance, Page 41



This page intentionally left blank.



Higher Education

The Higher Education Finance Act (Laws of MN 2005, Chapter 107) authorizes General Fund
appropriations of $2,761,000,000 for Fiscal Years 2006-07. This is an increase of $201.9 million
(8.4 percent) from FY 2004-05 appropriations and $8.2 million (.3 percent) from the adjusted
base. Projected “tails” for Chapter 107 are $2.791 billion for the FY 2008-09 biennium.

Higher Education Finance
Total General Fund
(dollars in thousands)

February Percentage Percentage
Forecast Base Chapter 107 Change Change Tails
Spending in Funding FY 06-07 FY 06-07 vs. | FY 06-07 vs. | Chapter 107
FY 2004-05 FY 06-07 | Appropriations FY 04-05 Base FY 08-09
HESO 352,953 349,904 349,310 -1.03% -0.17% 354,362
Mayo 2,723 2,782 2,782 2.17% 0.00% 2,782
MnSCU 1,106,075 1,226,188 1,202,888 8.75% -1.90% 1,204,388
Uof M 1,097,351 1,173,884 1,205,770 9.88% 2.72% 1,229,158
Dept. of Health 0 0 250 NA NA 310
Totals 2,559,102 2,752,758 2,761,000 7.89% 0.30% 2,791,000

Higher Education Services Office (HESO)

Chapter 107
$349.3 million.

includes total

FY 2006-07 General

appropriations and $594,000 (-.17 percent) from the adjusted base.
appropriations for HESO programs include:

Fund appropriations for HESO of
This is a decrease of $3.1 million (-1.03 percent) from FY 2004-05
Specific General Fund

. State Grants — Chapter 107 appropriates $281 million for the FY 2006-07 biennium.
While the funding remains constant relative to the FY2004-05 biennium, a surplus in the
base due to changes in federal funding and a variance in demand from the agency’s
FY 2004-05 projections allow a variety of program eligibility changes. The deadline for
applying for aid was extended to 30 days from the start of each term from the previous 14
day limit. The tuition maximum for 4-year programs (public and private) is increased
5 percent each year to $9,477 for FY 2006 and $9,998 in FY 2007. The tuition maximum
for 2-year programs (public and private) is decreased 5% in FY 2006 to $6,567 and an
additional 2% in FY 2007 to $6,436. The Living and Miscellaneous Expense allowance
(LME) portion of the formula increased to $5,350 for each year of the biennium and the
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State Grant Statute was changed to apply any projected surplus State Grant funds in the
second year of the biennium to additional LME increases.

. Work Study — Chapter 107 appropriates $24.9 million for the FY 2006-07 biennium.
This is no change from the adjusted base.

. Child Care — Chapter 107 appropriates $9.9 million for the FY 2006-07 biennium. This
represents an increase of $382,000. In addition, the maximum grant amount was
increased by $100 to $2,300.

. Interstate Tuition Reciprocity — Chapter 107 appropriates $2 million for the FY 2006-07
biennium, a reduction of $5.2 million from the adjusted base. Because the cost of these
agreements has dropped dramatically in recent years, the agency projects that the base
can be reduced with no impact on the program. Chapter 107 also requires HESO to
explore renegotiation of reciprocal agreements with North Dakota and Wisconsin with a
goal of reducing the tuition disparities paid by students attending in Minnesota.

. Learning Network of Minnesota — Chapter 107 appropriates $9.3 million for the
biennium. This represents a reduction of $1 million (-9.7 percent). The Act anticipates
that users of the system will make up for the difference in usage levels, bandwidth
changes or reductions in support levels to campuses.

. College planning — Chapter 107 appropriates $992,000 for the Intervention for College
Attendance Program (ICAP). This is an increase of $482,000 from the base funding
level.

. State Grant Re-write — Chapter 107 includes a one-time appropriation of $310,000 for
FY2006 to convert the State Grant Program computer language from the current COBOL
program to a modern computer language.

. Mn College Savings Program - Chapter 107 appropriates $2.24 million for
administration and matching grants in the FY2006-07 biennium. This is no change from
adjusted base.

. MINITEX and MnLINK - Chapter 107 appropriates $9.6 million for FY 2006-07 for the
MINITEX and MnLINK library systems. This is no change from adjusted base.

. Accountability Measurement System — Chapter 107 appropriates $400,000 for the
development of a statewide higher education accountability measurement system. This
system is meant to collect and analyze data on higher education performance and
accountability to assist the state and higher education systems in setting performance
goals and standards. This program has a recurring base of $300,000 in future biennia.

. Rochester planning — Chapter 107 appropriates funding of $3.2 million to establish an
independent, publicly incorporated postsecondary education institution in Rochester.
This is a one-time appropriation.
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. United Family Practice Residency — Chapter 107 appropriates $720,000 to fund medical
residencies at United Family Hospital.

. Post Secondary Service Learning - Chapter 107 appropriates $230,000 for this program,
an increase of $30 thousand.

. Midwest Higher Education Compact (MHEC) — Chapter 107 appropriates an additional
$15,000 for the FY 2006-07 biennium for increased dues for Minnesota’s membership in
MHEC.

In addition, Chapter 107 authorizes increasing the fee for registration of Private Career Schools
and a new fee for schools with multiple locations. This is anticipated to raise $26,000 for the
biennium and is part of HESO’s attempts to align private school registration fees with the cost of
the program as required by statute.

Chapter 107 also eliminates the name Higher Education Services Office and replaces it with the
Minnesota Office of Higher Education.

Minnesota State Colleges and Universities

Chapter 107 includes total FY 2006-07 General Fund appropriations for the Minnesota State
Colleges and Universities of $1.203 billion. This is an increase of $96.8 million (8.8 percent)
from FY 2004-05 appropriations and a decrease of $23.3 million (-1.9 percent) from the adjusted
base. Chapter 107 specifies appropriations of:

e $10 million for Centers of Excellence. This initiative would create centers of excellence
at selected campuses.

e $12 million for competitive salaries. This initiative would attempt to introduce
incentive/performance pay into the MnSCU salary structure.

The balance of MnSCU appropriations in Chapter 107 is not subject to additional restrictions
beyond current statute.

University of Minnesota

Chapter 107 includes total FY 2006-07 General Fund appropriations for the University of
Minnesota of $1.206 billion. This is an increase of $108.4 million (9.9 percent) from FY 2004-
05 appropriations and $31.9 million (2.7 percent) from the adjusted base.

e $13 million to address Competitive Salaries. This funding is to assist the University in
recruitment and retention of top researchers and educators.

The balance of U of M appropriations in Chapter 107 is not subject to additional restrictions
beyond current statute.

In addition, the Economic Development bill included a $15 million appropriation to the
Department of Employment and Economic Development (DEED) for a Genomics Research
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partnership between the University of Minnesota and Mayo. Also, the tax bill included statutory
changes in appropriations of cigarette taxes to the University of Minnesota. Figures for both of
these changes are included in the respective summary sections.

Mayo Foundation

Chapter 107 appropriates $2.782 million to the Mayo Foundation for FY 2006-07 for medical
school and residency programs. This is no change from the adjusted base. Legislation passed in
the 2005 special session also funded a Governor’s initiative for a biomedical research partnership
between the University of Minnesota and Mayo. See the Economic Development summary for
further details.

Health Department

Chapter 107 appropriates $250 to the Minnesota Department of Health for a nursing loan
forgiveness program. This provision was subsequently repealed in the Human Services bill. See
that section for changes to health education loan forgiveness programs.

If you have any further questions on higher education related issues, please contact Doug Berg
at 296-5346 or doug.berg@house.mn.
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Jobs & Economic Opportunity Policy & Finance

The 2005 Legislature enacted FY 2006-07 General Fund appropriations totaling over
$1.171 billion for 16 state departments, agencies, and boards under the budget jurisdiction of the
Jobs and Economic Opportunity Policy & Finance Committee. These appropriations are
contained in 2005 Laws, First Special Session, Chapters 1 and 4.

The enacted budget is $157.477 million (11.8 percent reduction) below base funding levels for
the 16 state departments, agencies, and boards. The Legislature also approved several items that
will result in an estimated $39.344 million gain in new revenues for the General Fund.

The net effect in the General Fund (relative to base) of the 2005 session spending and revenue
decisions is a $196.821 million reduction in Jobs and Economic Opportunity accounts.

Jobs & Economic Opportunity Finance
Total General Fund Spending
(Dollars in thousands

%
FY 06-07 FY 06-07 Change

FY 04-05 Base SS % Change FY 06-07 Tails

Spending Funding Chapters FY 06-07 Enacted FY 08-09

February | February 1&4 Enacted vs. VS. SS Chapters

Forecast Forecast Enacted FY 04-05 Base 1&4

SS Chapter 1

Employment &
Economic Development 110,934 91,972 90,781 -18.2% -1.3% 74,896
Explore Minnesota
Tourism 8,909 17,252 18,402 106.6% 6.7% 19,402
Housing Finance Agency 69,954 71,540 70,470 0.7% -1.5% 78,876
Commerce 56,845 56,036 40,292 -29.1% -28.1% 40,292
Board of Accountancy 1,211 1,154 974 -19.6% -15.6% 974
Board of Architecture,
Eng., et.al. 1,854 1,570 1,570 -15.3% 0.0% 1,570
Board of Barbers &
Cosmetologists 825 1,398 1,398 69.5% 0.0% 1,398
Labor & Industry 5,705 4,988 5,744 0.7% 15.2% 5,744
Mediation Services 3,659 3,546 3,546 -3.1% 0.0% 3,346
Public Utilities
Commission 8,429 8,326 8,326 -1.2% 0.0% 8,326
Historical Society 44,687 44,687 46,450 3.9% 3.9% 46,250
Region 3 - Occupation
Tax 936 936 936 0.0% 0.0% 936
Arts Boards 17,177 17,186 17,186 0.1% 0.0% 17,186
Board of Electricity N/A
Iron Range Resources N/A
Workers Comp Court of
Appeals N/A
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Jobs & Economic Opportunity Finance
Total General Fund Spending (Continued)
(Dollars in thousands

%
FY 06-07 FY 06-07 Change

FY 04-05 Base SS % Change FY 06-07 Tails

Spending Funding Chapters FY 06-07 Enacted FY 08-09

February | February 1&4 Enacted vs. VS. SS Chapters

Forecast Forecast Enacted FY 04-05 Base 1&4
SS Chapter 4
DHS: Children & Econ.
Assist. 926,507 1,008,496 865,535 -6.6% -14.2% 1,013,217
Total Appropriations 1,257,632 | 1,329,087 1,171,610 -6.8% -11.8% 1,312,413
New Revenues -39,344 -890
Net General Fund 1,257,632 | 1,329,087 1,132,266 1,311,523

Notes:

(1) The FY 2004-05 numbers for DEED include one-time funding items and the FY 2004 appropriation for Tourism. These

factors overstate the percentage change numbers in Column 4.

(2) Board of Barber & Cosmetologist Examiners’ 2006-07 numbers reflect the merger of barber and cosmetologist licensing

and regulation.

(3) The Board of Electricity, Iron Range Resources, and Workers Compensation Court of Appeals do not receive GF

appropriations.

(4) The DHS FY 04-05 number has been corrected to reflect accounting changes between the 2004-05 and 2006-07 bienniums.

Department of Employment & Economic Development

The Department’s enacted General Fund appropriation is $90.781 million for the FY 2006-07
biennium. The 2005 Legislature approved FY 2006-07 biennial General Fund appropriations of

$93.420 million. The Governor vetoed five individual appropriations totaling $2.639 million.

Department of Employment and Economic Development
2006-07 General Fund Appropriations
(dollars in thousands)
Current | Legislative Enacted
Program Base Changes | Appropriation
Business & Community Development $4,442 $ -110 $ 4,332
UM/Mayo Biotech & Genomic Partnership 15,000 15,000
Minnesota Investment Fund 2,406 -2,406 0
Riverbend Center for Entrepreneurial Facil. 35 35
Federal Contract Procurement Assistance 200 200
Minnesota Inventor’s Congress 120 120
Metro Economic Development Assn 200 110 310
Get Broadband Grant 250 250
Children’s Discovery Museum 100 100
La Creche Early Childhood (from base) 15 15
Twin Cities Rise 500 110 610
Trade Development 3,838 -548 3,290
Youthbuild 1,514 -1,514 0
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Summary of the FY 2006-07 Enacted Budget

Department of Employment and Economic Development
2006-07 General Fund Appropriations
(dollars in thousands)
Current | Legislative Enacted

Program Base Changes | Appropriation
Youth Intervention (Transferred to DPS) 2,904 -2,904 0
Mortgage Credit Certificate Aid 500 -500 0
Administration 7,442 -888 6,554
Meth Lab Cleanup Revolving Fund 500 500
Vetoed Appropriations:

Cold-Hardy Vineyard Research 125 0

NW Reg. Curfew Center Grant 10 0

Twin-City Community Voice Malil 17 0

MN Youth Program 8,380 -2.238 0

Learn to Earn 366 8 0

The Legislature also made several appropriations from the Workforce Development Fund,
including youth programs that previously were paid for exclusively from the General Fund. The
Workforce Development Fund appropriations are shown in the following table.

Department of Employment and Economic Development
2006-07 Workforce Development Fund Appropriations
(dollars in thousands)
Current | Legislative Enacted

Program Base Changes | Appropriation
Center for the Deaf and Hard of Hearing $ 50 $ 300 $ 350
Extended Employment 13,840 1,000 14,380
Mental IlIness Support Employment 600 600
OIC’s Nurse Training 1,000 1,000
Lifetrack Resources 500 500
Jobs Skills — Boys and Girls Alliance 2,000 2,000
Minnesota Youth Program 6,000 6,000
Youthbuild 1,514 1,514
Vetoed: OIC’s Indian Businesspersons 1000 0

The Legislature increased the Workforce Enhancement Fee that funds the Workforce
Development Fund. The fee will be 0.1 percent for two years, and then be at an ongoing rate of
0.085 percent. Under prior law, the Workforce Enhancement Fee was scheduled to go back to
0.07 percent on January 1, 2006.

Other major Legislative actions regarding DEED’s approved FY 2006-07 budget are:

e Continuing the Displaced Homemakers Program. The program will be funded with a
portion of marriage license fees and marriage dissolution fees.
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Changing the repayment formula for the Minnesota Investment Fund. The change
will have 20% payment of repayments, up to $100,000, retained by local units of
government and Indian tribal governments. Under current law, the local retention is the
first $100,000 of repayments. The impact will be $350,000 per year in addition
repayments going to the MIF special revenue account revolving loan fund.

Creating a special revenue revolving fund account capitalized by the proceeds from
the Department’s sales of promotional and marketing materials.

Establishing an Incumbent Worker Training Program. Funding for this new program
is contingent on first satisfying the program needs of the Dislocated Workers Program.

Explore Minnesota Tourism

The 2005 Legislature appropriated $18.402 million for Explore Minnesota Tourism from the
General Fund in the 2006-07 biennium. This net increase from base of $1.15 million, contains
two major components.

$1 million is appropriated for a new initiative, the Public/Private Enhancement Fund. The
Fund is designed to build stronger public/private partnerships in tourism promotion by
matching contributions from private sector partners with state General Fund dollars. The
Fund will begin in FY 2007, and the state match is capped at $1 million per year.
$150,000 increase in funding for the Minnesota Film Board. With this increase, the
Board’s annual funding will be $250,000.

The Legislature also approved one-time grants of $50,000 for the Mississippi River Parkway
Commission, and $60,000 for the Winona Great River Shakespeare Festival. These grants are
from Tourism’s base funding.

Minnesota Housing Finance Agency

The Legislature approved a $70.47 million General Fund appropriation for the Minnesota
Housing Finance Agency during the FY 2006-07 biennium. This is a decrease of $1.07 million
from the MHFA’s current law base. The table below shows the Legislature’s enacted budget
changes by housing programs and activities.

Minnesota Housing Finance Agency
2006-07 General Fund Appropriations
(dollars in thousands)
Current | Legislative Enacted
Program Base Changes | Appropriation
Housing Trust Fund $8,610 $4,000 $12,610
Housing Rehabilitation Program 7,944 -2,636 5,308
Home Ownership Assistance 1,770 -1,770 0
Affordable Rental Investment Fund 18,546 -554 17,992
Capacity Building Grants 610 -110 500

Increased funding for the Housing Trust Fund is for the supportive housing component of the
Governor’s initiative to end homelessness.
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Summary of the FY 2006-07 Enacted Budget

Funding reductions for the Housing Rehabilitation Program and the Home Ownership Assistance
Program are one-time only in the FY 2006-07 biennium. Funding for these programs is restored
in the 2008-09 biennium. The other programs’ reductions are on going.

Department of Commerce.
The Legislature appropriated $40.292 million for the Department’s FY 2006-07 General Fund
operations. The recommendation is $15.744 million less than the Department’s current law base.

Department of Commerce: 2006-07 General Fund Appropriations
(dollars in thousands)
Current Legislative Enacted
Division/Program Base Changes Appropriation
Financial Examinations $11,988 $11,988
Administrative Services 10,836 10,836
Market Assurance 9,824 20 9,884
Energy & Telecommunications 8,698 -1,074 7,624
Weights & Measures 5,014 -5,014 0
Renewable Energy Incentive Payments 9,676 -9,676 0

The enacted General Fund reductions for the Department of Commerce are:

e A $20,000 net increase for the Market Assurance Division. The increase is the result of
$220,000 appropriation to fund a new initiative to regulate service contracts and contract
providers. This appropriation is offset by a $200,000 reduction from having the
Division’s administrative costs relative to the Contractor Recovery Fund be paid by that
fund instead of the General Fund.

e A $1.074 million reduction for the Energy and Telecommunications Division. Of this
amount, $824,000 will be restored with an appropriation from the Special Revenue Fund.

e A $5.014 million reduction in the General Fund appropriation for the Weights and
Measurements Division. The division will now be funded with an appropriation from the
Special Revenue Fund. There is no reduction in the division’s funding, only a change in
how the division is funded. Fee revenues will also be deposited in the Special Revenue
Fund instead of the General Fund.

e A $9.676 million reduction in the General Fund appropriation for Renewable Energy
Incentive Payments. The incentive payments will be made from the Renewable
Development Fund rather than the General Fund. The significance is that the program
payments will continue, but the funding source for the payments will change. The
Legislature also approved a one-time $4 million transfer from the Metropolitan Landfill
Contingency Action Trust account to the Renewable Development Fund. The purpose of
this transfer is to partially offset the impact on Renewable Development Fund from the
change in how Renewable Energy Incentive Payments are paid for.
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